
5 , 1 REPORT OF THE AUDITOR^GENER AL 

REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL 
LEGISLATURE AND THE COUNCILON THE FINANCIAL STATEMENTS AND 
PERFORMANCE INFORMATION OF THE KWADUKUZA MUNICIPALITY FOR THE 
YEAR ENDED 30 JUNE 2008 

REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

1. I have audited the accompanying financial statements of the KwaDukuza Municipality 
which comprise the statement of financial position as at 30 June 2008, statement of financial 
performance, statement of changes in net assets and cash flow statement for the year then 
ended, and a summary of significant accounting policies and other explanatory notes, as set 
out on pages 73 to 137. 

Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the basis of accounting determined by the National 
Treasury, as set out in accounting policy note 1 and in the manner required by the Local 
Government: Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) and 
the Division of Revenue Act, 2007 (Act No.l of 2007) (DoRA). This responsibility includes: 

• designing, implementing and maintaining internai control relevant to the preparation 
and fair presentation of financiai statements that are free from material misstatement, 
whether due to fraud or error; 

• selecting and applying appropriate accounting policies; and 

• making accounting estimates that are reasonable in the circumstances. 

Responsibility of the Auditor-General 

3. As required by section 188 of the Constitution of the Repubiic of South Africa, 1996, read with 
section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and section 126(3) of the 
MFMA, my responsibility is to express an opinion on these financiai statements based on my 
audit. 
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4. I conducted my audit in accordance with the International Standards on Auditing and \ 

General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 

obtain reasonable assurance on whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity's preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's internal control. 

6. An audit also includes evaluating the: 

• appropriateness of accounting policies used 

• reasonableness of accounting estimates made by management 

• overall presentation of the financial statements. 

7. Paragraph 11 et seq. of the Statement of Generally Recognised Accounting Practice, 

GRAP 1 Presentation of Financial Statements requires that financial reporting by entities shall 
provide information on whether resources were obtained and used in accordance with the 
legally adopted budget. As the budget reporting standard is still not effective for this 
financial year, I have determined that my audit of any disclosures made by the KwaDukuza 
Municipality in this respect will be limited to reporting on non-compliance with this 
disclosure requirement. 

8. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 

Basis of accounting 

9. The municipality's policy is to prepare financial statements on the basis of accounting 
determined by the National T reasury, as set out in accounting policy note 1 . 
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Opinion 

10. In my opinion, the financial statements present fairly, in all material respects, the financial 
position of the KwaDukuza Municipality as at 30 June 2008 and its financiai performance 
and cash flows for the year then ended, in accordance with the basis of accounting 
determined by the National Treasury, as set out in accounting policy note 1 and in the 
manner required by the MFMA and DoRA. 

Emphasis of matters 

Without qualifying my audit opinion, I draw attention to the following matters: 

Amendments to the applicable basis of accounting 

11. As set out in accounting policy note 1 to the financial statements, the National Treasury 
approved a deviation from the basis of accounting applicable to the municipality in terms of 
General Notice 522 of 2007 issued in Government Gazette No. 30013 of 29 June 2007. 

Unauthorised expenditure incurred 

1 2. As disclosed in note 29.1 to the financial statements, unauthorised expenditure amounting to 
R1.6 million was incurred, as a result of the lack of controls over infrastructure project 
expenditure. 

Restatement of corresponding figures 

13. As disclosed in note 36 to the financial statements, the corresponding figures for the year 
ended 30 June 2007 have been restated as a result of errors discovered during the 2008 year 
in the financiai statements of the KwaDukuza Municipality at 30 June 2008, and forthe year 
ended 30 June 2007. 

OTHER MATTERS 

Without qualifying my audit opinion, I draw attention to the following matters that relate to my 

responsibilities in the audit of the financial statements: 
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Non-compliance with applicable legislation \ 

1 4. The municipality has not reported on the fruitless and wasteful expenditure disclosed in note 
29.2 to the financial statements, to the Mayor, MEC for Local Government and the 
Auditor-General, as required by section 32(4) of the MFMA. 


Matters of governance 

15. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this is the 
implementation of certain key governance responsibilities, which I have assessed as follows: 


MATTER OF GOVERNANCE 

Audit committee 

YES 

NO 

• The municipality had an audit committee in operation throughout the financial year. 

■/ 


• The audit committee operates in accordance with approved, written terms of reference. 



• The audit committee substantially fulfilled its responsibilities for the year, as set out in section 
166(2) of the MFMA. 



Internal audit 



• The municipality had an internal audit function in operation throughout the financial year. 

✓ 


• The internal audit function operates in terms of an approved internal audit plan. 

✓ 


• The internal audit function substantially fulfilled its responsibilities for the year, as set out in 
section 165(2) of the MFMA. 

✓ 


Other matters of governance 



• The annual financial statements were submitted for audit as per the legislated deadlines in 
section 126 of the MFMA. 

■/ 


• The annual report was submitted to the auditor for consideration prior to the date of the 
auditor's report. 

■/ 


• The financial statements submitted for audit were not subject to any material amendments 
resulting from the audit. 


✓ 

• No significant difficulties were experienced during the audit concerning delays or the 
unavailability of expected information and/or the unavailability of senior management. 

✓ 


• The prior year's external audit recommendations have been substantially implemented. 


✓ 

Implementation of Standards of Generally Recognised Accounting Practice (GRAP) 



• The municipality submitted an implementation plan, detailing progress towards full 
compliance with GRAP, to the National T reasury and the relevant provincial treasury before 

30 October 2007. 

✓ 


• The municipality substantially complied with the implementation plan it submitted to the 
National Treasury and the relevant provincial treasury before 30 October 2007, detailing its 
progress towards full compliance with GRAP. 

■/ 


• The municipality submitted an implementation plan, detailing further progress towards full 
compliance with GRAP, to the National T reasury and the relevant provincial treasury before 

31 March 2008. 


✓ 
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Unaudited supplementary schedules 

16. The municipality provided supplementary information in the financial statements on 
whether resources were obtained and used in accordance with the legally adopted budget, in 
accordance with GRAP 1 Presentation of Financial Statements. The supplementary budget 
information set out on pages 142 to 143 does not form part of the financial statements and is 
presented as additional information. Accordingly I do not express an opinion on them. 

17. The supplementary information set out on pages 138 to 144 does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 

OTHER REPORTING RESPONSIBILITIES 
Report On Performance Information 

18. I have reviewed the performance information as set out on pages 150 to 162. 

Responsibility of the accounting officer for the performance information 

19. In terms of section 121(3)(c) oftheMFMA, the annual report of a municipality must include 
the annual performance report of the municipality prepared by the municipality in terms of 
section 46 of the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000) 
(MSA). 

Responsibility of the Auditor-General 

20. I conducted my engagement in accordance with section 13 of the PAA read with General 
Notice 61 6 of 2008, issued in Government Gazette No. 31 057 of 1 5 May 2008 and section 45 of 
the MSA. 

21. In terms of the foregoing my engagement included performing procedures of an audit nature 
to obtain sufficient appropriate evidence about the performance information and related 
systems, processes and procedures. The procedures selected depend on the auditor's 
judgement. 
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22. I believe that the evidence I have obtained is sufficient and appropriate to provide a basis for \ 

the audit findings reported below. 

Audit findings (performance information) 

Non-compliance with regulatory requirements 

Internal auditing of performance information 

23. The internal auditors of the KwaDukuza Municipality did not audit the results of the 
performance measurements on a continuous basis and did not submit quarterly reports on 
their audits to the municipal manager and the performance audit committee. 

Content of integrated developmental plan 

24. The key performance indicators set by the municipality did not include the following 
general key performance indicators, as prescribed in section 43(1) of the MSA: 

The percentage of households with access to basic levels of electricity and refuse services 

The percentage of households earning less than R1 1 00 per month with access to free basic services. 

The number of jobs created through the municipality's local economic development initiatives including capital 

projects. 

The percentage of a municipality's budget actually spent on implementing its workplace skills plan. 


Functioning of the performance audit committee 

25. The performance audit committee did not submit an audit report to the KwaDukuza 
Municipal Council regarding the performance management system at least twice during the 
financial year. 

Objectives reported in annual report, but not predetermined as per Integrated 

Developmental Plan 

26. I draw attention to the fact that the following objectives were reported in the annual report of 
the KwaDukuza Municipality, although they were not included as predetermined objectives 
in the Integrated Development Plan or the budget. 
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OBJECTIVES 

To promote and measure socio-economic impact of LED 
Create and maintain a safe community environment 

To ensure that youth participate in social and economic development programmes 
To forge partnerships with other developmental stakeholders 
To align the provision of bulk infrastructure services to developers with their timeframes 
To provide customer focussed services 

To ensure that the public is informed and given the opportunity to participate in Council processes 
To improve accountability to, and business processes, in partnership with those served 
To promote public participation in crime prevention programmes 

To ensure that municipal structures and developmental business plans are geared for IDP delivery 
To institutionalise the IDP process and develop PMS through participatory process 
To ensure economical, effective, efficient and accountable administration 

To ensure that revenue is maximally collected and sustainably managed 

This has resulted, because the municipality's annual performance report included objectives 
from its 2007-08 organisational scorecard, despite the fact that this scorecard was not 
aligned to the Integrated Developmental Plan of the municipality. 

APPRECIATION 

27. The assistance rendered by the staff of the KwaDukuza Municipality during the audit is 
sincerely appreciated. 



Pietermaritzburg 
28 November 2008 
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' AUDITOR-OENERAL 
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5,2 ACCOUNTING POLICIES 


5.2.1 BASIS OF PREPARATION 

The annual financial statements have been prepared in accordance with the Standards of 
Generally Recognised Accounting Practices (GRAP) and the Standards of Generally 
Accepted Municipal Accounting Practices (GAMAP) prescribed by the Minister of 
Finance in terms of General Notice 991 and 992 of 2005. 


These standards are summarised as foilows: 


GRAP 1 

Presentation of financial statements 

GRAP 2 

Cash flow statements 

GRAP 3 

Accounting policies, changes in accounting estimates and errors 

GAMAP 4 

Effects of changes in foreign exchange rates 

GAMAP 9 

Revenue 

GAMAP 7 

Accounting for investments in associates 

GAMAP 8 

Financial reporting of interests in joint ventures 

GAMAP 12 

Inventories 

GAMAP 17 

Property, plant and equipment 

GAMAP 19 

Provisions, contingent liabilities and contingent assets 


Accounting policies for material transactions, events or conditions not covered by the 
above GRAP and or GAMAP Standards have been deveioped in accordance with 
paragraphs 7, 11 and 12 of GRAP 3. These accounting policies and the applicable 
disclosures have been based on the South African Statements of Generally Accepted 
Accounting Practices (SA GAAP) including any interpretations of such Statements 
issued by the Accounting Practices Board. 

The Minister of Finance has, in terms of General Notice 552 of 2007 exempted compliance 
with certain of the above mentioned standards and aspects or parts of these standards. 
Details of the exemptions applicable to the municipality have been provided in the notes 
to the annual financial statements. 

A summary of the significant accounting poiicies, which have been consistently applied 
except where an exemption has been granted are disclosed below. 

5.2.2 PRESENTATION CURRENCY 

These annual financial statements are presented in South African Rand. 
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5.2.3 GOING CONCERN ASSUMPTION 

These annual financial statements have been prepared on a going concern basis. 

5.2.4 HOUSING OPERATING ACCOUNT 

The Housing Operating Account was established in terms of the Housing Act, (Act No. 
107 of 1997). Loans from national and provincial government used to finance housing 
selling schemes undertaken by the Municipality were extinguished on 1 April 1998 and 
transferred to a Housing Operating Account. Housing selling schemes both complete and 
in progress as at 1 April 1998, were also transferred to the Housing Operating Account. In 
terms of the Housing Act, all proceeds from housing developments, which include rental 
income and sales of houses, must be paid into the Housing Operating Account. Monies 
standing to the credit of the Housing Operating Account can be used only to finance 
housing developments within the municipal area subject to the approval of the Provincial 
MEC responsible for housing. 

5.2.5 PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment is stated at cost or fair value less accumulated 
depreciation. Heritage assets, which are culturally significant resources and which are 
shown at cost, are not depreciated owing to the uncertainty regarding their estimated 
useful lives. Similarly, land is not depreciated as it is deemed to have an indefinite life. 

The cost of an item of property, plant and equipment comprises purchase price, import 
duties, non-refundable purchase taxes and directly attributable costs of bringing the 
asset to working condition for its intended use, such as site preparation, initial delivery, 
handling, installation and professional fees. Where items of property, plant and 
equipment have been impaired, the carrying value is adjusted by the impairment loss, 
which is recognised as an expense in the period that the impairment is identified. 

The cost or fair value of property, plant and equipment is depreciated using the straight 
line method over the period of the estimated useful lives of the assets. Depreciation on 
new acquisitions is charged to the Statement of Financial Performance in the financial 
year that economic benefits accrue to Council. 

The cost of an item of property, plant and equipment acquired in exchange for a 
non-monetary asset or monetary assets or a combination of monetary and non-monetary 
assets is measured at its fair value. If the acquired item cannot be measured at its fair 
value, its cost is measured at the carrying amount of the asset given up. 
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Items of property, plant and equipment which are acquired for no cost or for a nominal \ 

cost are recognised at their fair values. 

Subsequent expenditure is capitalised when the recognition and measurement criteria of 
an asset are met. 

The annual depreciation rates are based on the following estimated asset lives: 


DETAILS 

Infrastructure 

YEARS 

DETAILS 

Other 

YEARS 

Roads and paving 

30 

Buildings 

30 

Pedestrian malls 

30 

Specialist vehicles 

10 

Electricity 

20-30 

Other vehicles 

5 

Housing 

30 

Office eguipment 

3 



Furniture and fittings 

7-10 

Community 


Watercraft 

15 

Buildings 

30 

Bins and containers 

5 

Recreational facilities 

20-30 

Specialised plant and eguipment 

10-15 

Security 

5 

Other items of plant and 
equipment 

2-5 



Landfill sites 

15 


The estimated useful lives and residual values of property, plant and equipment are 
periodically reviewed and adjusted where necessary. 

The gain or loss arising on the disposal or retirement of an item of property, plant and 
equipment is determined as the difference between the sales proceeds and the carrying 
value and is recognised in the Statement of Financial Performance. 

Where the carrying amount of an item of property, plant and equipment isgreaterthanthe 
estimated recoverable amount, it is written down immediately to its recoverable amount 
and an impairment loss is charged to the Statement of Financial Performance. 

IntermsofGAMAP 17the Council has used the transitional provisions to recognise items of 
property, plant and equipment, which were not previously recognised, at their fair values. 

KwaDukuza Municipality has taken advantage of the exemptions permitted by the 
Minister of Finance, in terms of General Notice 552 of 2007, and confirmed by National 
Treasury on 15 August 2007 with respect to property plant and equipment as follows: 

• GAMAP 1 7 paragraphs 59-61 and 77 - the review of useful lives of property, plant and 
equipment recognised in the Statement of Financial Position. 
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• GAMAP 1 7 paragraphs 62 and 77 - the review of the depreciation method applied to 
property, plant and equipment recognised in the Statement of Financial Position. 

• GAMAP 17 paragraphs 64-69 and 75(e) (v)-(vi) - Impairment of non-cash generating 
assets recognised in the Statement of Financial Position. 

• GAMAP 17 paragraphs 63 and 75 (e)(v)-(vi) - Impairment of cash generating assets 
recognised in the Statement of Financial Position. 

• AC 128 (IAS 36) - Impairment of assets 

5.2.6 INVESTMENT PROPERTIES 

Investment properties, which are properties held to earn rental revenue or for capital 
appreciation, are stated at fair value. 

5.2.7 INVESTMENTS 

5.2.7.1 Financial instruments 

Financial instruments, which include unlisted, reciprocal municipal bonds, fixed deposits 
and short-term deposits invested in registered commercial banks are stated in the annual 
financial statements at the lower of cost or fair value. No impairments are required as the 
cost values equate to their cash values. 

Where investments have been impaired, the carrying values are adjusted by the 
impairment losses, which are recognised as an expense in the period that the impairment 
is identified. 

On disposal of an investment, the difference between the net proceeds on disposal and 
the carrying amount is charged or credited to the Statement of Financial Performance. 

5.2.7.2 Zero coupon investments 

Zero coupon investments are stated in the annual financial statements at original cost 
plus accrued earnings thereon. At the date of the financial year end of the Municipality, 
certificates of balance are obtained from the respective financial institutions. The 
difference between the balances at the date of the balance sheet and the previous 
financial year end represent the earnings forthe accounting period and are credited to the 
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statement of Financial Performance. No impairments are required as the investments \ 

have guarantees in loan agreements with loan creditors that they will liquidate the long 
term loans against which they are ceded when the loans and investments mature. 

5.2.8 INVENTORIES 

Inventories comprising consumable stores, raw materials, and finished goods are valued at 
the lower of average cost, determined on the first in first out method, and net realisable value. 

In terms of GAMAP 12 paragraph 7, inventories shall be measured at the lower of cost 
and net realisable value, except where they are held for: 

a) Distribution at no charge or for a nominal charge, or 

b) Consumption in the production process of goods to be distributed at no charge or 
fora nominal charge. 

In which case such inventories are measured at the lower of costand current replacement 
cost. (GAMAP 12 paragraph 8). Unsold properties represent unsold units in economic 
selling schemes where the net realisable value of each unit is either nil or a nominal 
amount. As a consequence of the passage of time the municipality is not in a position to 
determine the cost of such inventory in terms of GAMAP 12. Furthermore, the use of 
current replacement cost would not only distort the statement of financial position by 
inflating the value of inventories but would also result in a credit to the housing operating 
account contrary to section 14ofthe Housing Act, 1998. Accordingly unsold propertiesare 
stated in the annual financial statements at net realisable value. 

Redundant and slow-moving inventories are identified and written down from cost to net 
realisable value with regard to their estimated economic or realisable values. 

5.2.9 ACCOUNTS RECEIVABLE 

Accounts receivable are carried at anticipated realisable value. An estimate is made for 
doubtful receivables based on a review of all outstanding amounts at year-end excluding 
rates, rates penalties and rates collection charges. 

Bad debts are written off during the year in which they are identified. 

Amounts that are receivable within 12 months from the reporting date are classified as 
current. 
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5.2.10 ACCOUNTS PAYABLE 

Accounts payable are stated in the annual financial statements at the amounts due to trade 
and other creditors for goods or services received. The liabilities are generally settled within 
a period of 30 days, accordingly impairments, if any, are considered to be immaterial. 

5.2.11 REVENUE RECOGNITION 

5.2.11.1 Revenue from Exchange Transactions 

Service charges relating to electricity are based on consumption by consumers as is 
recorded on each consumer's meter. Meters are read each month and revenue is 
recognised in the period that invoices are raised. Provisional estimates of consumption 
are made in periods when meter readings have not been able to be made. The revenue 
from provisional estimates of consumption is recognised as revenue when invoiced. 
Adjustments to provisional estimates of consumption are made in the invoicing period in 
which meters have been read. These adjustments are recognised as revenue in the 
invoicing period. Revenue from the sale of electricity prepaid meter cards are recognised 
in the period in which cash is received. 

Service charges relating to refuse removal are raised and recognised on a monthly basis 
in arrears by applying the approved tariff to each property that has improvements, the 
category of property usage and the number of refuse containers on each property 
regardless of whether or not containers are emptied during the month. 

Interest and rentals are recognised on a time proportion basis. 

Revenue arising from the application of the approved tariff of charges is recognised when 
the reievant service is rendered and the fee has been charged or iicences and permits 
have been issued. 

Revenue for agency services is recognised on a monthly basis once the revenue collected 
on behalf of agents has been quantified and once the terms of the agency agreement 
have been complied with. 

Revenue from the sale of goods is recognised when the risk is passed to the consumer. 

Revenue from public contributions is recognised when all conditions associated with the 
contribution have been met or where the contribution is to finance property, plant and 
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equipment, when such items of property, piant and equipment is brought into use. Where \ 

public contributions have been received but the municipality has not met the conditions, a 
liability is recognised. 

5.2.1 1 .2 Revenue from non-exchange transactions 

Revenue from assessment rates is recognised when the legal entitlement to this revenue 
arises. Coliection charges are recognised when such amounts have been raised and are 
legally enforceable. Penalty interest is raised on unpaid rates after the due date for 
payment and is recognised on a time proportion basis. 

Revenue from the coiiection of spot fines and summonses is recognised when payment is 
received. 

Donations are recognised when cash is received or when property, plant and equipment 
are brought into use. 

Contributed property, plant and equipment is recognised when such items of property, 
piant and equipment are brought into use. 

Revenue from the recovery of unauthorised, irreguiar, fruitless and wasteful expenditure 
is based on iegisiated procedures, inciuding those set out in the Municipai Finance 
Management Act (Act No. 56 of 2003) and is recognised when the recovery thereof from 
the responsible councillors or officials is virtualiy certain. 

5.2.11.3 Exemption 

KwaDukuza Municipality has taken advantage of the exemption permitted by the 
Minister of Finance, in terms of Generai Notice 552 of 2007, and confirmed by National 
Treasury on 15 August 2007 with respect to GAMAP 9 paragraph 12 and SAICA Circuiar 
09/06 - initial measurement of fair value discounting ali future receipts using an imputed 
rate of interest. 

5.2.12 CONDITIONAL GRANTS AND RECEIPTS 

Revenue received from conditionai grants, donations and funding are recognised as 
revenue to the extent that the Municipality has complied with any of the criteria, 
conditions or obligations embodied in the agreement. A iiability is recognised to the 
extent that the criteria, conditions or obligations have not been met. 
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5.2.13 PROVISIONS 

i 

! Provisions ore recognised when the Municipality has a present or constructive obligation 

as a result of past events, it is probable that an outflow of resources embodying economic 
benefits will be required to settle the obligation and a reliable estimate of the provision 
can be made. Provisions are reviewed at reporting date and adjusted to reflect the current 
best estimate. 

5.2.14 CASH AND CASH EQUIVALENTS 

Cash includes cash on hand and cash with banks. Cash equivalents are short-term highly 
liquid investments that are held with registered banking institutions with maturities of 
‘ three months or less and are subject to an insignificant risk of change in value. 

I 

Forthe purposes of the cash flow statement, cash and cash equivalents comprise cash on 
hand, deposits held on call with banks and investments in financial instruments, net of 
bank overdrafts. 

Bank overdrafts are recorded at the current value of the utilisation of approved facilities 
from the Municipality's bankers. Finance charges on bank overdrafts are expensed as 
incurred. 

5.2.15 UNAUTHORISED EXPENDITURE 

Unauthorised expenditure is expenditure that has not been budgeted, expenditure that is 
not in terms of the conditions of an allocation received from another sphere of 
government, municipality or organ of state and expenditure in the form of a grant that is 
not permitted in terms of the Municipal Finance Management Act (Act No. 56 of 2003). 
Unauthorised expenditure is accounted for as an expense in the Statement of Financial 
Performance and where recovered, it is subsequently accounted for as revenue in the 
Statement of Financial Performance. 

5.2.16 IRREGULAR EXPENDITURE 

i 

I 

Irregular expenditure is expenditure that is contrary to the Municipal Finance 
Management Act (Act No. 56 of 2003), the Municipal Systems Act (Act No. 32 of 2000), 
the Public Office Bearer's Act (Act No. 20 of 1998) or is in contravention of the 
Municipality's supply chain management policy. Irregular expenditure excludes un- 
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authorised expenditure. Irregular expenditure is accounted for as expenditure in the \ 

Statement of Financial Performance and where recovered, it is subsequentiy accounted 
for as revenue in the Statement of Financiai Performance. 

5.2.17 FRUITLESS AND WASTEFUL EXPENDITURE 

Fruitless and wasteful expenditure is expenditure that was made in vain and would have 
been avoided had reasonable care been exercised. Fruitiess and wastefui expenditure is 
accounted for as expenditure in the Statement of Financial Performance and where 
recovered, it is subsequently accounted for as revenue in the Statement of Financial 
Performance. 

5.2.18 RETIREMENT BENEFITS 

The municipality provides retirement benefits for its employees and councillors. 
Contributions are made to the Natai Joint Municipal Pension Fund to fund the obligations 
for the payment of retirement benefits in accordance with the rules of the three defined 
benefit funds it administers. 

Contributions are recognised as an expense in the Statement of Financial Performance in 
the year that they become payable. 

The funds are actuarially valued every three years using the discounted cash flow method. 

Any deficits identified by the actuary are recovered from participating municipalities in the 
form of surcharges added to the contributions which are recognised as an expense in the 
Statement of Financiai Performance in the year that they become payable. 

5.2.19 BORROWING COSTS 

Borrowing costs are recognised in the Statement of Financial Performance in the year in 
which they become payable. 

5.2.20 DEPOSITS 

Deposits received from consumers are based on the estimated monthly consumption and 
are calculated to cover approximately two and one half to four months consumption, 
taking into consideration each consumer's profile. In the event of a disconnection of 
service for non payment, the value of the deposit is reviewed and adjusted in terms of the 
Council's credit control policy. No interest is paid on deposits held. 
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5.2.21 OPERATING LEASES 

Payments made under operating lease agreements are expensed and charged to the 
Statement of Financial Performance on a straight-line basis over the period of the lease. 
These agreements do nottransfer risk and rewards associated with ownership of an asset 
to the Municipality. 

Assets leased out under operating leases are included in property, plant and equipment 
and investment property in the Statement of Financial Position. They are depreciated 
over their expected useful lives on a basis consistent with similar owned property, plant 
and equipment and investment properties. Rental revenue is recognised on a straight-line 
basis over the lease term. 

5.2.22 INTANGIBLE ASSETS 
Computer software and websites 

Costs associated with developing or maintaining computer software programmes are 
recognised as an expense as incurred. Costs that are directly associated with identifiable 
and unique products controlled by the Municipality, and that will probably generate 
economic benefits exceeding costs beyond one year, are recognised as intangible assets. 
Direct costs include staff costs of the software development team and an appropriate 
portion of relevant overheads. 

Expenditure that enhances or extends the performance of computer software 
programmes beyond their original specifications is recognised as a capital improvement 
and added to the original cost of the software. Computer software development costs 
recognised as assets are amortised using the straight-line method over their useful lives, 
not exceeding a period of seven (7) years. 

5.2.23 FINANCIAL INSTRUMENTS 

Financial instruments recognised on the Statement of Financial Position include 
investments, consumerand other receivables, cash and cash equivalents, trade and other 
payables, interest bearing borrowings, long term debtors. Financial instruments are 
initially measured at cost. The subsequent measurement of financial instruments is dealt 
with below: 
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5.2.23.1 Investments \ 

Investments are recognised as set out in policy 7 above. 

5.2.23.2 Consumer and other receivables 

Consumer and other receivables are recognised as set out in accounting policy 9 above. 

An impairment or bad debt ioss is recognised when it is probable that the Municipality 
will not be able to collect all amounts due (principal and interest) according to the 
contractual terms of the accounts receivable. The assessment of objective indicators of 
impairment for accounts receivable is carried out at each balance sheet date. 

An additional provision for future housing discounts is calculated based on the extended 
enhanced discount benefit scheme (EEDBS) introduced by the Department of Housing. 

The lesser of the selling price or the value of the ceiling on a discount to be given to 
prospective buyers, as set by the Minister is used, to calculate the contribution to the 
provision. 

5.2.23.3 Cash and cash equivalents 

Cash and cash equivalents are recognised as set out in policy 1 4 above. 

5.2.23.4 Financial liabilities 

After initial recognition, financial liabilities are subsequently measured at amortised cost 
using the effective interest rate method. Amortised cost is calculated by taking into 
account any discounts or premiums on settlement. Gains and losses are recognised in net 
income or loss when liabilities are impaired as well as through the amortisation process. 

5.2.23.5 Exemptions 

KwaDukuza Municipality has taken advantage of the exemptions permitted by the 
Minister of Finance, in terms of Generai Notice 552 of 2007, and confirmed by National 
Treasury on 15 August 2007 with respect to financial instruments as follows: 

• AC 133 (IAS 39) - initially measuring financial assets and financial liabilities at fair 
value. 

• AC 144 (IFRS 7) - entire standard. 
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5.2.24 EXEMPTIONS 

i 

! KwaDukuza Municipality has taken advantage of the exemptions permitted by the 

Minister of Finance, in terms of General Notice 552 of 2007, and confirmed by National 
Treasury on 15 August 2007 with respect to financial instruments as follows: 

• AC 133 (IAS 39) - initially measuring financial assets and financial liabilities at fair 
value. 

• AC 144 (IFRS 7) - entire standard. 

KwaDukuza Municipality has taken advantage of the following exemptions permitted by 
' the Minister of Finance, in terms of General Notice 552 of 2007, and confirmed by National 

Treasury on 15 August 2007 as follows: 

' • AC 142 (IFRS 5) paragraphs 6-14, 15-29 and 38-42 -classification, measurement and 

, disciosure of non-current assets held for sale and discontinued operations 

• AC 115 (IAS 14) -Segment reporting 

• AC 1 45 (I FRS 8) - Operating segments 

• AC 1 09 (IAS ID- Construction contracts 

j • AC 140 (IFRS 3) - Business combinations 

I • AC 128 (IAS 36) - Impairment of assets 

I 

j The Municipality has developed a plan to implement the above exemptions within the 

! window period established by General Notice 552 of 2007 for submission to National 

i Treasury on due date (31 October 2007). 

I 

j 

! 

j 
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